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Keaton Development Company, In 

P.O. Box 905 66798 Hwy60 - 

Salome, AZ 85348 2 X Q ~  
Arizona Coporation Commission 
. DOCKETED 

NOV - 5 2004 

Phone 928-859-3982 Fax 928-859-3984 

r 2004 

Arizona Corporation Commission 
Docket Control/Utilities Division 
1200 West Washington Street 
Phoenix, AZ 85007 

Re: Docket No. W-02169A-04-0363 
Staff Report For Keaton Development Company Application For Financing Authorization 
Response to Recommendation 

Keaton Development Company takes exception to the Financial Section Analysis of our application for 
financing authorization. 

As stated in the original application, Keaton Development Company, shortly after purchase, was forced 
into a Chapter 11 Bankruptcy when it was determined that both the developer and Keaton Development 
Company, under the prior owner, were not performing under their contract and that in fact there were 
several questions as to the legitimacy of the contract itself. The original numbers supplied in the package 
to the Arizona Corporation Commission did reflect what was presented in the staff report. The problem is 
that Mr. Johnson was informed that the Plan of Reorganization was approved and that as a result the 
liability on the contract in question was reduced by the court to what the new owner of Keaton 
Development Company felt was fair and equitable. Additionally, Mr. Johnson used the 12 months results 
in determining a debt service ratio. Mr. Johnson, although informed, did not take into consideration the 
additional costs of the bankruptcy. These items were discussed with Mr. Johnson and to support our 
claims, a package, that is attached, was provided Mr. Johnson. The package included the information on 
the Chapter 11 Bankruptcy and the changes that occurred to the balance sheet as a result of the approval 
of the Plan of Reorganization. The plan also included the projections and assumptions that originally 
went with the package but somehow were misplaced. If you will review this package you will see that the 
company has a net worth, as of 30 June 2004, of $1 19,118.91 on total assets of $297,276.18 or an 
owner's equity of 40%. As you will also see, the projections show that in fact the company would have 
a debt coverage of 1 .70~ .  

Based on the conversations with Mr. Johnson, we believe he chose not to use this information based on 
a banking background and the prejudice he developed toward any company that has filed any type of 
bankruptcy. While normally we would share this feeling, in this case, he has failed to see that without the 
change of ownership and the accompanying Chapter 11 Bankruptcy, many of the merchants would have 
suffered financial losses and the water users serviced by this company may have suffered a serious 
disruption in service as the prior owner would have had to file Chapter 7 Bankruptcy with no recourse on 
the contractor due to issues best left to attorneys. 

In conclusion, Keaton Development Company requests that we be allowed remedies and redress that are 
legally available to us to respond to Staff's negative recommendations. 
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mP Respectfully, 

W&m 5. Scottfiresident 
Keaton Development Company, Inc. 
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SEBmE BUSXNESS PARTNERS 
3407 W. 2P ]Lane YII- AZ 35364 

Fprt (928) 343-1171 - E-mail sebrmbp@aoLaom 
MIH? (928) 343-1171 - QU~lar (928) 503-3365 

August 23,2004 

Arizona Corpocration Commission 
1200 w. wtlshisla;ton st. 
Ph- kz 85007 
Atbn: Mr, Jim Johnson 

I think that in maadiscussion on the debt ctzverage we were not lodcizlg a t t b  same items. In. my 
wje, aa we discussed, we would provide you with B projection of the income and expenses for 
?he remahuh of 2004 and hr the year 2005 dong with line by liae msumption i n fodon-  
Attached in Schedule 3 arc tk asflrtaptians and projections fm August I, 2004 through 
December 31,2004. Athached h SchwRale 4 8re the ammpti~115 smd plrojdormo for January 1, 
2005 duough December 3 1,2005. I believe the assumptiow are c i t h  berdktd up by specific 
qpemeW or amtrac&, or solid Wurid infmnatiaa. wben in doubt we have taken a 
con-= approach. Based on the projections, if the first payment on the new qucsted loan 
wouldhave begun on Auagust 1,2004 (whgthcrtal estate method vs c0mmrCiat meqfjod of 
debt service nquimment cablation) &en the company would have had a debt mveritge ratio for 
dl debt of237x ($14,493.96 debt service tspacity and %6,111.10 debt geQvice requhmmt). For 
tbe prOje&d year of January 1,2005 to Decefflber 3 1,2005, with the paymmta d e r  the Plat& 



Tlhank p u  in advance for reviewing this package and 1 look fimard to discussing any questions 
QT issues you may have. It is easiest to ma& me at (928) 503-3365. 
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KEATON DEVELOPMENT, INC. 
SCHEDULE 4 

ASSUMPTIONS FOR JANUARY 1,2005 TO DECEMBER 31,2005 
PROJECTIONS OF I”C0ME A;M3 EXPENSES 

Water income is based on the current billings. W e  incame fronn new hookups i s  based on the 
fact that three new developments in the m a  (Indian Hill Airport addition, Desert Paltas Resort 
and the KRC hmlapmmi expansion) will provide an adciitiOnat 382 hookups. We used an 
absorption period of 15 yem (currently there are 50 m t i o n s  for the Desert Palms Resort 
done), which pvi&s  25 new hwhps per year for the projection period Each hookup, based 
on c m m t  rates, will provide an additional $38 per mor&. 

Sales Tax 0oIlectim am based on the c m t  sales tax rate of 6.0%. 

Legal Fees are placed as zeto forthe period being projected. The company made a $15,000 
deposit when it filed Chaptcx 11, llhe plan is fled a d  appmved and there is still in excess of 
$3,000 in the account. Tht mxt legal aotionwill not be until ibst quarter of this projection 
paid. At that h e  the W o n  Development, Inc. (Keaton) will &e for the Final Decree. The 
$3,000 is more than adequate tv wver that cost. No other noabanlauptcy actions are anticipated, 
however, $50 a mrnth has been budgeted for any minor questions or actions. 

Contracted professionals expense is placed at zero EM there is no anticipated need in the next ypar 
that is not w v d  by the subject W.1.F.A grant aad loan. 

Rent Auto & Equipment expslses based on ttU: ~osts  from 2003 and year to date as a percentage 
of d e s .  Althwgh there are m p h s  h r  thc rmtd of either auto or equipment, the sake of 
cowmatism, ihe pmjtxtcd amount is being budgeted. 

Meter Reading expense is based on the agreements c d y  in place plus $2.00 for per new 
hook up. 

Contracted Maintcmance expert% h based on 2003 and ye’ear to date mults BS a percentage of 
sales. 

Papoll expense is based 09 cworent wages of the existing ofice staff. %ere are no salary 
incream planned for the projection ped&. 

Offi~er Salary e- is based pn the current amount of $1,300 that: is; being paid to the owner’. 
This is withiq tbe Banktuptcy Plan and can be fbrfeited to support operations by the ownm if 
WM. 



Utilities (Electric) cxptnsc is based on 2003 and year to date usage. 

Utilities (water) expcnse is  based on ament water ratas. 
LJ 

Chemicals expense is based on 2003 and year to datR usage as a of sales. 

Materials dk Supplies expense is based on 2003 and ycar b date results as 8 percentage of sales, 

OfitECe tk Supplies expense is based oil 2003 and year to date results as a petcentage of &as. 

Annul &mp@ Fee is based on the existing rigretment for date and cost. 

Rent Office & Yard expense is based OR the curmit rental agreement that covers the projected 
period. 

Tram- expense is based on 2003 aad year to datr: results as a percentage of sales. 

Regulatmy Commission ex- is for water testing. This i s  based on 2003 and year to date 

LJ Miscellaneous expense is based on the 2003 and year to date mutts as a pemcntage of sales. 

Property Tax ex- is based an the h w t  a8B8smmt. An increase is not expcctcd as they just 
had a new assessment completed in late 2002. 

Bad Debt expense is based w the budget o~mount of $1 ,OOO per year. Based on the current aging 
and listing the budgeted mount is man than ample cover any existing problem accounts, 

Trustca Fec expense is based on the requirements to pay si quarterly fee to the Bapkruptcy 
Trustee as long asyau are still upldutbe plan aod aFWI)ecree has not been i d .  Tfie Final 
Deem will be issued in March. ThC lagt Trustec Fee will be expeaded on February crf2005 and 
will cover the mod up to tbe FinaI Derree. 
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Unsecured debt repayment is based on the Banlrrqhy Plan. Under the plan, Keatan will pay 
$80,000 over six y&, beginning Januaty 3,2005. 

New W.J.F.A. loan pymeats are based on a $40,M)o loan with a 20-yw amortization and 6% 
interest. 



3:14 PM 

11/03/04 
Accrual Basis 

Keaton Development Company 
Balance Sheet 
As of June 30,2004 

Jun 30,04 

ASSETS 
Current Assets 

C heckinglSavings 
131 Cash Accounts 

NBA-DI P-General 12,384 92 

NBA-DI P-Taxes 410 78 
NBA LaPaz Taxes 3,460 61 
Petty Cash 525 63 

NBA-DIP-Payroll 1,977 93 

~ 

Total 131 Cash Accounts 18,759 87 

Total CheckinglSavings 18,759 87 

Accounts Receivable 
9,437 34 

9,437.34 Total Accounts Receivable 

Total Current Assets 28,197 21 

141 Customer Accounts Receivabl 

~ 

Fixed Assets 
101 Utility Plant in Service 

301 Organization 
303 Land 
304 Structures and improvements 

Utility plant not KRC 
304 Structures and improvements - Other 

Total 304 Structures and improvements 

307 Wells & Springs 
310 Power Generation Equipment 
31 1 Pumping Equipment 

krclbooster pump 
311 Pumping Equipment - Other 

Total 311 Pumping Equipment 

330 Distributed ReslStandpipes 
330.1 Storage tanks 
330.2 Pressure tanks 

Total 330 Distributed ReslStandpipes 

331 Contributed Mains 
Transmissionldistribution 
Utility Plant - KRC 

Total 331 Contributed Mains 

333 Services 
334 Meters & Pressure Pumps 
335 Hydrants 
340 Office Equipment 
341 Transportation Equipment 
343 Tools ShoplGarage Equipment 

Total 101 Utility Plant in Service 

108 Accum.Deprec-UtiLPIant 
301 Organ 25 yrsl4.0 
304 Structures-30yrs13.33 
307 Wellslsprings-30 yrs13.33 
311 Pumping-8 yrsll2.5 
330 Distributed Res 

330.1 Storage tnks-45 yrs12.22 
330.2 Pressure tnks-20 yrsl5.0 

Total 330 Distributed Res 

331 Transldistr-50 yrsl2.0 
333 services - 30yrs13.33 
334 meters -1 2 yrs18.33 

1,250.00 
8,200.00 

965.00 
13,070.80 

14,035.80 

55,911 .OO 
11,500.00 

6,659.42 
72,562.00 

79,221.42 

28,558.00 
1 6,544.00 

45,102.00 

614.00 
210,000.00 

210,614 00 

57,073 00 
6,032 76 

26,856.00 
2,884.44 

12,900 00 
1,304.00 

-1,250.00 
-1,682.09 

-30,417.95 
-61.448.68 

-8,572.47 
-1 5,484.20 

-24,056.67 

-1 17,237.28 
-17,873.53 
-4,785.53 
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~ 3:14 PM 

11/03/04 
Accrual Basis 

Keaton Development Company 
Balance Sheet 
As of June 30,2004 

335 Hydrants - 50 yrsl2.0 
340 office equ- 5 yrsl20.0 
341 Trans Equip - 5 yrsl20 
343 Tools - 20 yrsl5.0 

Total 108 Accum.Deprec-UtiLPIant 

Total Fixed Assets 

Other Assets 
132 Special Deposits 

Total 132 Special Deposits 

WIFA - Reserve Deposit Account 

Total Other Assets 

~ ~~ 

Jun 30,04 
~~~ ~~ ~ 

-4,032 12 
-2,258 00 
-1,380.00 
-1,304 00 

-267,725 85 

265,158 57 

3,920 40 

3,920 40 

3,920.40 

TOTAL ASSETS 

LIABILITIES 8 EQUITY 
Liabilities 

Current Liabilities 
Accounts Payable 

Total Accounts Payable 

Other Current Liabilities 

231 Accounts Payable 

235 Customer Deposits 
241 Othr Current Liabilities 

Payroll Liabilities 
Federal Withholding 
FICA 

Company 
Employee 

Total FICA 

FUTA 
Medicare 

Company 
Employee 

Total Medicare 

State Withholding 
SUI 

Total Payroll Liabilities 

Sales Tax Adj 
Sales Tax Payable 
Short Term Loan 

Total 241 Othr Current Liabilities 

Total Other Current Liabilities 

Total Current Liabilities 

Long Term Liabilities 
234 Long Term Debt 

LaPaz County Property Tax 
Note Payble-WIFA 
Notes Payable Chapter 11 

Total 234 Long Term Debt 

252 Advance in Aid of Const. 
KRC Line Extension 
Meter Fees 
252 Advance in Aid of Const. - Other 

Total 252 Advance in Aid of Const. 

297,276.18 
~ ~~~ 

19,735 23 

19,735 23 
~ 

-1.37 

527.11 

541.40 
541.50 

1,082 90 

277 79 

126 65 
126 65 

253 30 

104 26 
89 76 

2,335 12 

6 30 
747 88 

7,000 00 
~~ 

10,089 30 

10,087 93 

29,823 16 

~~ ~ 

26,285 66 
42,11366 
80,000 00 

148,399 32 

221,732 04 
25,073 50 

-246,805.54 
~ 

0.00 
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3:14 PM 

11/03/04 
Accrual Basis 

Keaton Development Company 
Balance Sheet 
As of June 30,2004 

Total Long Term Liabilities 

Total Liabilities 

Equity 
201 Common Stock 
21 1 Paid in Capital 

New Value Contribution 
wss 
211 Paid in Capital - Other 

Total 21 1 Paid in Capital 

215 Retained Earnings 
Net Income 

Total Equity 

TOTAL LIABILITIES & EQUITY 

Jun 30,04 
~ 

148,399 32 

178.222.48 

50,000.00 

25,000 00 
4,100.00 

21,088.31 
~~ 

50,188 31 

256,374 56 

11 9,053 70 

297.276.18 

-237,509 17 

~~ ~~ 
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